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SUBJECT: DISCRIMINATORY INCREASE IN MINIMUM CAPITAL DEPOSITS 

REF: ISLAMABAD 8522 

1 . ECON CONS MET WITH REPRESENTATIVES OF THE THREE 
AMERICAN BANKS OPERATING IN PAKISTAN (CITIBANK, AMERICAN 
EXPRESS BANKING CORPORATION, BANK OF AMERICA) IN 
KARACHI, SEPTEMBER 12 TO DISCUSS DISCRIMINATORY INCREASE 
IN MINIMUM CAPITAL DEPOSITS. ALL THREE BANKS ARE DIS 
TRESSED ABOUT INCREASE, BUT DESPAIR OF POSSIBILITY THAT 
GOP CAN BE INDUCED TO RESCIND IT. INCREASE WILL CUT 

INTO EARNINGS OF THE BANKS, BUT UNLESS PROFITABILITY 
CHANGES IN THE FUTURE, IT WILL NOT REQUIRED THEM TO BRING 
IN CAPITAL. AMERICAN BANKS PLAN TO CONVENE A MEETING 
OF THE ASSOCIATION OF FOREIGN BANKS IN PAKISTN WITH 
AIM OF DRAFTING A JOINT LETTER TO STATE BANK PROTESTING 
THE INCREASE. AMERICAN BANKS MAY ALSO ATTEMPT TO GET 
THEIR HOME OFFICES TO PRESSURE STATE DEPARTMENT AND 
TREASURY DEPARTMENT TO TRY TO GET DECISION REVERSED. 

2. WE AGREE THAT PROSPECTS FOR A RESCISSION OF THIS 
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DISCRIMINATORY MOVE ARE EXTREMELY REMOTE AND, UNLESS 
THE AMERICAN BANKS DEMONSTRAT CONSIDERABLY MORE CON- 
CERN THAN THEY HAVE SO FAR, NOT WORK THE 
STRONG EFFORT IT WOULD REQUIRE. HOWEVER, WE THINK 
WE SHOULD MAKE A PROTEST FOR THE RECORD AND UNLESS THE 
DEPARTMENT PERCEIVES OBJECTION, WE PLAN TO SEND THE 
FOLLOWING DIPLOMATIC NOTE TO THE MINISTRY OF FOREIGN 
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AFFAIRS: "THE EMBASSY OF THE UNITED STATES OF 
AMERICA PRESENTS ITS COMPLIMENTS TO THE MINISTRY OF 
FOREIGN AFFAIRS AND REFERS TO THE RECENTLY IMPLEMENTED 
INCREASE BY THE STATE BANK OF PAKISTAN IN THE MINIMUM 
CAPITAL THAT BANKS INCORPORATED OUTSIDE PAKISTAN 
ARE REQUIRED TO MAINTAIN. THIS INCREASE IS 
DISCRIMINATORY AGAINST FOREIGN BANKS ON TWO COUNTS. 
FIRST, BANKS INCORPORATED WITHIN PAKISTAN HAVE NOT 
BEEN REQUIRED TO MAKE A SIMILAR INCREASE IN THE 
MINIMUM CAPITAL THEY MUST MAINTAIN. SECOND. THE BASE 
FOR THE FOREIGN BANKS IS THE LIABILITIES AS OF THE 
END OF 1977, WHILE FOR THE BANKS INCORPORATED IN 
PAKISTAN THE BASE IS 1972. THE EFFECT OF THIS 
DIFFERENCE IN BASE DATES IS TO SUBSTANTIALLY INCREASE 
THE DEPOSITS THE BANKS OUTSIDE PAKISTAN MUST 
MAINTAIN IN COMPARISON WITH THEIR PAKISTANI COMPETITORS." 

" THE INCREASE ADVERSELY AFFECTS THE COMPETITIVENESS 
AND THE PROFITABILITY OF BANKS INCORPORATED OUTSIDE 
PAKISTAN. IT REDUCE THE ATTRACTIVENESS OF BANKING IN 
PAKISTAN IN COMPARISON WITH OTHER COUNTRIES WHERE THE 
BANKS OPERATE OR MIGHT OPERATE. IT ALSO ADVERSELY 
AFFECTS THEIR ABILITY TO PERFORM THE SORT OF BANKING 
SERVICES THAT PAKISTAN AS DEVELOPING COUNTRY 
REQUIRES." 

" THE EMBASSY OF THE UNITED STATES OF AMERICA HOPES, 
THEREFORE, THAT THE STATE BANK OF PAKISTAN WILL RE- 
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EXAMINE ITS RECENTLY ANNOUNCED INCREASE WITH A 
VIEW TOWARDS RESCINDING IT SO THAT BANKS INCORPORATED 
OUTSIDE PAKISTAN WOULD BE ON THE SAME FOOTING AS BANKS 
INCORPORATED IN PAKISTAN WITH RESPECT TO THE MINIMUM 
CAPITAL THEY MUST MAINTAIN." 

"THE EMBASSY AVAILS ITSELF OF THIS OPPORTUNITY TO 
RENEW TO THE MINISTRY THE ASSURANCES OF ITS HIGHEST 
CONSIDERATION." 

3. IF WE HAVE NOT HAD A REPLY BY SEPTEMBER 21, WE 
WILL ASSUME OUR NOTE IS ACCEPTABLE AND FORWARD IT TO 
THE GOP. 

CONSTABLE 
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